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Coléd %War Problem - Ecomomic Penetration

New Soviet Policy Tool

Peaceful competition with the West, particularly Soviet trude
and development aid to unferdeveloped countries, is a reflection
of the more subtle policies of Ehrushchev as coampared to Stalin.

The goals of international commmism remein ucchanged., There
bas been no slackening of subversive activity or of military research
and development on advanced weapons systems. Soviet lesdership,
however, presents a peaceful face o the world -~ Korushchev's re-
marki, “to the slogan which says ’let us arm’ we reply with the
slogan ‘let us trade’.”

Increases in trede have been spectacular. Since 195k, foviet
trade wilto wnderdeveloped countries ls up 500 per cont; total Coviet
trade with the West 1s up 100 per cent.

Internal & zation

we revamped our internal organization about three years age
tc provids the necessary intelligence support to government policy-
maiers. It was slready cleaxr that ithe USSR and othwer merbers of
the Bloc ad ermbarked on & long-Tun progyam of econonie peuetration.
Primarily, this mesnt & cut io the mumber of personnel concerned
with ¥.3. securlity export coantrols and rclated econcmic defense

intelligence, and a beefing up of our trade branch.
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The pattern of coordinmated reporting is now well esteblished.
Since February 1956, & working group under the EBconomlc Intelligence
Comzitiee has turned out a detsiled report every two weeks. This
working group 1s composed of representatives of the Depariment of
State, CIA, the International Cooperation Administration, the
Miiitary Services, and the Departmenta of Treasury, Coxmerce and
Agriculture. Additionally, there is an analytical swamry every six
montiis, snd & special quarterly report to the President's Council oo

Thie organizational armangement provides a mechsnism for
combining the political, military and economic facets of Soviet
penetration activities. Although there is no rigid division of
labor between agencies, there are obvious areas of primacy of interest.
The Depavtment of State, for exmmple, bears the primery responsibility
for political analysis, while the Departwent of Defense prepares all
estimles on illieilt trading of Bloc ayms.

Ga & brosder basie, sn anmml Netional Intelligence Estimate
is produced which covers not only the size, impact and intensity of
Bicc penetration activities, but alsoc relates this affenaive to the
capabilities, motivations and ifwternal policies of the Soviets.
Soviet Cepabilities for Trade and Atd

¥e have concluded that ihe Soviets possess a far greater
economic potential for trade and development aid than they have

utilized so far.

&
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With respect to trade, total exporie of the USER in 1957 vere
about 34 dillions, or 24 per cent of gross natiopal product. This
compares with $18 piliions for the U.8., or 3&% per cent of GHP.
The Soviet Unfon, then, ie wot a "trading nation” in the Westers
sense. Host USSR trade is still with the Bloc; about 25 per cent
is with the Free ¥World. Furthemwore, TO per cent of Soviet Free

%ﬁm exports in 1957 went to develsped nations, pariiculsriy to

The ecredit ané grant program o wnderdeveloped areas hags
totalled only about &2 billions sinee 195% for all Bloc countries.
The USSR itself has extended gbout 1.2 billloms. The present
Soviet credit program to underdeveloped sreas would havwe to be in-
ercased four times over present levels to reach one pew cent of
pregent industrial production in the USSR. If credits o the Burcpean
sutellites axe mw%&viﬁbm; the anmasl outfiow bas
s11ll been only ebout $1 billlon over the past two yeurs. Thls 1s
between two and three per ceut of estimated Soviet military ex-
penfiitures .

The limitation so Tfar seems primerily to heve been the willing~
nesp of Free World countries to eccept Soviet offers. Thie hes
been true in the case of Turkey aud Iran. In Africs, offers to
the Sudasn, Morocco, Tunisim, and Lybia have been largely unacoepted,
despite interns) pressures for economic development and a groving need
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for forelgn assigtance to carry out such prograns.

Why are the Soviets pushing for increased trade with the Free
world and pursuing a development aid program in the Middle East,
Agie and Africat

First, trade with the infustrial west sppears 1o be potivated
primarily by econcmic congilderations. This is isplicit in Ebhrushchev’s
recent frank adnission that through sn expansion of imports from the
Vest, "The Soviet Union could be given the opportunity of guicker
fuifillment of ite program for the constructlon of pew chanlcal
enterprises yithout yagting iime on creation of plans and mastering
of the production of new types of equipment.” Thus, vhille the USER
could manage vithout ¥estern machinery, the sdvanced technology em-
bodied in such equipment would accelerste the modernization of back-
ward Soviet infustries. Thic new Soviet move is fully consistent
with the traditional Soviet practice of tapping the technologicsl
rvesources of the West to facilitate its own economic growth.

However, in the drive in underdeveloped asveas, the motiwation
appears to be largely political. As demonstrated in Bgypt, Syria,
and Indonesia, Bloc supply of military sod sconomic aid has glven
certain countries s capability to defy the West and 1o undertake
courges of sction that would not otherwlse have been poasible for
them. Quick delivery of arms to Egypt, Syrias, and Indomesia bas
reinforved the impression that only the Hloc supports their oatiomalist
anbitions. The bssic aspiration of many of the underdeveloped
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countries t¢ remsin neutral snd to play off East and West has been
aided by the Bloc progyem, since it offers {angibvle evidence that
there is an alternative group of countries with vhom they can heve

& wide range of economic relationn on attractlive terms. Specifically,
it has already strengthened the bargaining positions of certain of
these countries in their relations with the West, whether in economic
asslotance as in Jeelsnd or for move milltary aiﬁ; as in Indonesis.
The economic offenslive has not as yet made any of these countries
subservient to the USSR, bubt 1t hes contribuled to making some of
them more responsive to the influvence of the Comumists and less
responalive to that of the West. This could have an lmportant strateglc
impmect through the cancelistion of Weslern militery bease rights In
the Middle East and Africa.

While @&ifficult to measure, there has been & major psychological
impect in the underdeveloped countries. Military aid and prestige
projects heve had the greatest impact. The econtuic drive, in
concert with ites industrial anf scientific sccomplishmente, has

enhanced Bloe prestige by giving substance to ite clalme that it is
dewoted to pemsce, that 1t is overtaking the West, and that 1f represents
the wave of the future.

The economic offensive has also provided the Soviet Undon with -~
agsets which may in time be useful in some aress as part -of iis
oversll effort to move countries beyond nsutralism townrd closer
aligoment with the USSR and the Bloc. The increaced sise diplometie
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migsions, as in thelr esbassy in Montevideo and Djakaris mokes 1t
sasier to spreaf the Cosgmmist feith. Present trede and ald prograns
provide futwe levers of Influence.

The econcnic offensive has affected the fortunes of locel

Comnmists differently in diffevent countriss. In a mwber of
countries, the economic drive hms alded thelr cause by incvessing

sbility, lesgening apprehensions concerning Soviet
cbjectives, and providing edditicnsl instrupents both for propagating
Coamumnist idess and increasing subversive potential. Commmnist

and by & greater flow of lovel trmainees to Bloc countries for

instruction.

China, a8 & potential contenler for supremecy within the Bloc, have
grester piskes than the Furcopsan Sstellites in the political ecold wsr.
China boss the special incentive of gaining greater recognition on
the world scene, snd 1z sdapting its fovelgn trade 10 its polltical
aspirations. A recent incident mekes this clesr. After negotiating
an exchange agreoment with industrialists in Jepan amounting to
nearly $200 mllion, Chine suddenly placed an embargo ob &1l trade
with Japen, & trensparent move intended 10 force the Kishl goveran-

; pent in Jepsn to extend s greater degree of recogaition %o Chins.
E The rice-rubber sgroement with Ceylon under which China pald premiums
l for Tubber totaling more then $50 million over & five year period
*‘ was also motivated by obvious political sspirstions, in this instance
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g degire to bresk Western trade controls.

Bven without attempting to distinguish which part of the Bloc's
ecopomic penetration activities in wderdeveloped countries is
motivated by political ends, howover, we have encountered rather
formidable d1fficulties in estimating the megnitude of Bloc scopomic

te ueually available from open sources regarding the amounts of

ssonoic assistance which Bloc countries promise to dsliver to Free
¥orld countries. Soviet agreements in particular are widely publiclized,
especislly vhen large lines of credit are extended. Surely by now,

& large portion of the population of the Fres World must koow thet
Afghsnistan bas received & §100 million credit sud Ecypt & 175

miilion credit from the USER. More important for omr poposes,

however, the actua) texts of meny of the large agreemenis bave been
But even when no valuve figures are emounced, sufficient Ilnfor-
mation is usually avatlable through reports prepared by our attaches
so tiat we csn estimate the appruximete total cost and the foreign
axchange component of &n econcmic sasistance agreemeut. JdsOyxy
oSEepsuts obtained through sither overt OF covert chamnels
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e are confident that our estimates of the wlue of economic

assistance promised hy the Rloc o

frirly accuraie. We believe that our estimate of the total is within
5 per cent of the correct Tigure and that our estimstes for Indlividusl
cowumrbries are no pore than 10 per cent in exrror.

The confidence thet we have in our estimmbes of Bloc pamformmnce

- on assistance agreements is comsiderably less than this. 3o far,

however, we have published estimates of only the minimm amount of
ascistance actunlly provided. Such on estimste s of some walue,
but it provides insdequate answers tc several presaing guestions.

In psriicular, it does not emable us to determine the smount of
indebtodress or the rate of loer amortisetion of a cowniyy receiving
credits fram the Bloe.

The major cause of the AIfficulty in assessing the implementation
of Hloc assistance sgreements is the lack of informallion. Devt
statements avd ministerial reporis of reciplient couutries oucasionnily
are helpful. It is exceptional for officlals in wifierdeveloped

countries 2/ ve(gapdid in discussions of Soviet projects with U.5.

25X1X11]

reporis arve alse our most valusble sowree on the mmbers, compelence;
and activities of Hloc tecuniclans sasigned to afd projects.

Estimations of the wmlue of military assigtance inwlve con~
siderably greater difficuliiec than estimmtes of economic assistance.
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agresmant 1s notably sbsent from the negotiation of militaxy
Wﬁag for the most part estimates must be tesel on dats noeenbled
I

the quamtity of specific types of eguipment shipped, delivered,

or cbaserved. WUhen Bloc prices of specific militery items ave
svallable ve use them t0 coovert ocur estimates of plysical wnits

to value terme. In same instances, we have had to use U.S. prices for
sintlar items in order to arrive at an estimate for total military
agslstence. Consegquently, these catimates may be consideradly in

- accurale, but ve are aware that our estimstes in

terms of value may be in error by 2% per cent or monw.

The moot significant consequence of heving questionable value
estimntes is that we camnot determine with precision the finmneial
indebledness to the Hloc of those countries receiving Bloe nilitary
assistance. There would be much intelligence gignificence, for
eanple, in & relladble determination of the amount of cotbon Egypt
is shipping each year in repayment for the arss it has recelved from
the Bloc. The difficulties inwalved in determining the indebtedness,
especially in the case of Egypt, are compounded by itbe fact that
sae of the arme dellvered have been shmolete, stee have been sold
&l & discount, and some apparently bave been given witheut charge.

¥oreover. some of the Bloc srms shipped to Bgypt and Syris have been
sent on t0 be used in other sreas. Although we believe that the
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amount involved is cemll, we are 20t cortain who ultimately wilil
pay for the goods.

Collection of {rpde data is considevebly simplified dy the
fact that nost Freo World countries issus periodic reports oo the

value and patiern of their foreign commerce. We 40 not lawve to
with Pree Wesid ppantries. Statements issued by Rloc countries,
== ve21 o [ -
vide & mpana of eross-checking sources. ¥Yhen there is & differsnce
¥orld compilations and a claim mede by a Moe country, we do

Our early estimste of Soviet shipments of machinevy snd trans-
port eguipmest to underdeveloped countries in 1956, for exsmple,
was sppracimately 20 per cent the amount clalmed by the USSR.

The discrepancy betwesn the Boviet figare and oo early estinste,
we wlitinetely concluiad, was probably a matter of item mﬁi«tﬁm

procedures. Bven when a standard classilication system is uweed,
custonms officials are frequently lax in estublishing paoper

are particularly annoylng in this respect. In their official
reports of comaodity imports as much as two-thirds of total imporis
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from the USSR have been listed in the “all other,” an unspecified
category. Since among the underdeveloped counrtriee Indias is
& major custoser of the Bloc, the erirors in Indlats commndity
resoriing may have cousidersble Lpact on ouwr estimates of total
Eloc trade.

Other wderdeveloped countries huve similar bad habits.
Most of them publish trade data In & very leisurely fashion.
Hone is wp to dmte in relemsing siatisties on eomodities. %o
comtey inclodes in its reporta shipments of silitary ftems.
Fizally, countries which have miltiple exchenge retes, such as Egypt
and Avgentina, cause particular diffieulties when we atlempt to
evalmate thelr trade in terms of dollars.

mhe othor side of the cold war coln is the stretegic trade
coutrol progras. ¥e in CIA plan o mejor rule in providing the inter-
agency copmotice gtructure of the U.5. Govermmeant with indeilipence
ment and onforcement of intermationsl sed U.8.

security cxport controls against the Sino-Soviet Bloo. T™Hi®
intelligence support consists primarily of estimating the significance
of cersain Freo World commodities, technology. sl services o
the war poiantial of the Bloc. U.S. wdlateral contiols, as you are
awere, are broader than the muliflateral controls.
Mwmtmmorimwmmmﬁ%mw
control of strategic exports. Oue comuittes deals vith problems
econcerning miltilaterial export contools and thelr enforcerent,

and the other conmittee handles problems relating to unilateral
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export controls end their enforcement. The CIA participates
in &y s@visory capscity et each level of these commitiees ap

The Soviet leadership repeatedly bas immighed against Festern
export restrictions for their alleged inbibiting effects both ou
the level of trade and on the Isprovemest of pollitical relations
between the Bloc and the West.® Soviet claims that export restric-
tions, particulsrly those of the U.S., have caused the low level
of trade owr-sinplify aad distort the pieture. Despite conirols,
there bas reaalned & wide area free of restrictlons in vhich the
Boviet nlon could trade -~ peovided it bad the will to 4o so.
Bxports of Buropean COCOM countries 0 the USSR bhave increased
consistently since 1550, wiith the single exception of 1053 vhen
they declined by about 10 per cent below the l@%.’iﬁw}.. Ry 1957
they weie 4 times the 1950 level -~ the year controls vere insti-
tubed. Obviously, COCOM contiols per ge bave not boen & serious
dexper ou Soviet inports wvhen the DEER has Melt 4t politically expedient
economienlly advantageous to import from the West. Similarly, the
fifteen fold lpereese In Soviel pwrchases fyom the U.S. is 1957

Mrouehehey, in the past, bas ssplogsized that the Soviet Unlon's
desire to epand trolfe with the United States was not the result of
any cme particular sconomic need Dub rether repeesented primarily
political goals. In en interview with five visiting U8 Semators on
12 Septesber 1955, he declared, "¥e do 0ot want your machines to
create stomlc cuergy or to bullé hydrogen or atomic bowdby, we bave
plenty of mmchines ourselvesn thet can 8o that. With ue guestions of
trade aze pot meinly econtmic. They arve politicsl. e want zore
tzzﬁabmawmmmtﬁﬁuwwmmﬁﬂeﬂm“
M’im}ﬁ
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compared with 1955 hes occurred desplite the abmée of any poticeable
modification of U.S. export policy vis 8 vis the USSR,

Thus the low level of US-Soviet trsde cannot be attributed to
any ooe factor unless it be the political m@mm
Awericsa-Soviet relsticns in genevel. The traditiomal Soviet
objective of self-sufficiency for the plauned econosy of the USSR,
the virtual boycott on purcheses from the U.S. during the period
1050-55 {perheps in the hope that the nesr cessation of such
purchases wvould stimiate comsercisl pressure for relamation of controls)
ang 5 dolfberste Soviet design to divert purchases, wberve slternative
markets were aveilable, mwm%mﬁwmsmﬁ«
cmat political rewsrds, have all been & greater Geprecsent oo
US-Soviet trede than either U.S5. controls or the sititude of the
U.S. business community. |

Reports on Bloe trade are often useful in pointing to, or
confirming previcus estimetes, of econcmic wealkness in the Hioc.
Tt is revealing, for exsaple, that the USSR hos exported virtuslly
to cirtain machinery of the lateat design in Western Burope often
are the result of laggling technology in certain industries in the
PSSR, Ooe can easily exaggerate the economic VeRMeES in the
Bioc, howvever, especlally when the veaknsseos axe in terms of
specific ecammodities. | |

Corepdity stuiles of Bloo forelgn trade will rexely reveal any-
thing more than specific short~term soft spots in the production
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